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Summary 

Congressional interest in small business access to capital has increased in recent years because of 
concerns that small businesses might be prevented from accessing sufficient capital to enable 
them to assist in the economic recovery. Some, including President Obama, have argued that the 
federal government should provide additional resources to assist small businesses in acquiring 
capital necessary to start, continue, or expand operations and create jobs. Others worry about the 
long-term adverse economic effects of spending programs that increase the federal deficit. They 
advocate business tax reduction, reform of financial credit market regulation, and federal fiscal 
restraint as the best means to assist small businesses and create jobs. 

Several laws were enacted during the 1 1 1 th Congress to enhance small business access to capital. 
For example, P.L. 111-5, the American Recovery and Reinvestment Act of 2009 (ARRA), 
provided the Small Business Administration (SB A) an additional $730 million, including funding 
to temporarily subsidize SB A fees and increase the 7(a) loan guaranty program’s maximum loan 
guaranty percentage to 90%. P.L. 1 11-240, the Small Business Jobs Act of 2010, authorized the 
Secretary of the Treasury to establish a $30 billion Small Business Lending Fund (SBLF) ($4.0 
billion was issued) to encourage community banks with less than $10 billion in assets to increase 
their lending to small businesses, a $1.5 billion State Small Business Credit Initiative to provide 
funding to participating states with small business capital access programs, numerous changes to 
the SBA’s loan guaranty and contracting programs, funding to continue the SBA’s fee subsidies 
and the 7(a) program’s 90% maximum loan guaranty percentage through December 31, 2010, and 
about $12 billion in tax relief for small businesses. P.L. 1 11-322, the Continuing Appropriations 
and Surface Transportation Extensions Act, 2011, authorized the SB A to continue its fee subsidies 
and the 7(a) program’s 90% maximum loan guaranty percentage through March 4, 20 1 1 , or until 
available funding was exhausted, which occurred on January 3, 2011. 

This report focuses on the SBLF. It opens with a discussion of the supply and demand for small 
business loans. The SBLF’s advocates argued that the SBLF was needed to enhance the supply of 
small business loans. The report then examines other arguments which were presented both for 
and against the program. Advocates argued that the SBLF would increase lending to small 
businesses and, in turn, create jobs. Opponents argued that the SBLF could lose money, lacked 
sufficient oversight provisions, did not require lenders to increase their lending to small 
businesses, could serve as a vehicle for TARP recipients to effectively refinance their TARP loans 
on more favorable terms with little or any resulting benefit for small businesses, and could 
encourage a failing lender to make even riskier loans to avoid higher dividend payments. 

The report concludes with an examination of the program’s implementation and a discussion of 
bills introduced during the 112 th and 113 th Congresses to amend the SBLF. For example, during 
the 112 th Congress, S. 681, the Greater Accountability in the Lending Fund Act of 20 1 1 , would 
have limited the program’s authority to 1 5 years from enactment and prohibited TARP recipients 
from participating in the program. H.R. 2807, the Small Business Leg-Up Act of 201 1, would 
have transferred any unobligated and repaid funds from the SBLF to the Community 
Development Financial Institutions Fund “to increase the availability of credit for small 
businesses.” H.R. 3147, the Small Business Lending Extension Act, would have extended the 
Treasury Department’s investment authority from one year to two years. During the 113 th 
Congress, H.R. 2474, the Community Lending and Small Business Jobs Act of 2013, would 
transfer any unobligated and repaid funds from the SBLF to the Community Development 
Financial Institutions Fund. 
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Small Business Access to Capital 

Congressional interest in small business access to capital has increased in recent years because of 
concerns that small businesses might be prevented from accessing sufficient capital to enable 
them to assist in the economic recovery. 1 Small businesses, defined as having fewer than 500 
employees, have played an important role in net job growth during previous economic recoveries, 
particularly in the construction, housing, and retail sectors. 2 For example, after the eight-month 
recession that began in July 1990 and ended in March 1991, small businesses increased their net 
employment in the first year after the recession, while larger businesses continued to experience 
declines in employment. 3 

During the most recent recession (December 2007-June 2009), small businesses accounted for 
almost 60% of net job losses. 4 Following the recession, small businesses continued to lose jobs 
for three consecutive quarters at a higher rate than large businesses (964,000 fewer jobs compared 
with 516,000 fewer jobs). 5 Since then, small businesses have been adding jobs more rapidly than 
larger businesses (3.3 million additional jobs compared with 1.7 million additional jobs from June 
30, 2010, through September 30, 2012), but unemployment rates remain relatively high. 6 

Some, including President Obama, have argued that the federal government should provide 
additional resources to assist small businesses in acquiring capital necessary to start, continue, or 
expand operations and create jobs. Others worry about the long-term adverse economic effects of 
spending programs that increase the federal deficit. They advocate business tax reduction, refonn 



1 The United States does not have a statutory definition for medium-sized or large businesses. A business concern can 
either be considered “small” or not small under §3(a)(l) of the Small Business Act, 15 U.S.C. §632(a)(l), which 
indicates that a small business concern “shall be deemed to be one that is independently owned and operated and which 
is not dominant in its field of operation.” The Small Business Administration has established two widely used size 
standards — 500 employees for most manufacturing and mining industries and $7.0 million in average annual receipts 
for most nonmanufacturing industries. However, many exceptions exist. For example, a small business concern can 
have up to 1,500 employees for certain industry categories. The SBA’s size standards may be found at 13 C.F.R. 
§121.201. For additional information and analysis, see CRS Report R40860, Small Business Size Standards: A 
Historical Analysis of Contemporary Issues, by Robert Jay Dilger. In contrast, the European Union defines small 
business as those with fewer than 50 employees, medium-sized business as those employing 50 to 250 workers, and 
large businesses as those with over 250 employees. See European Commission, “Small and Medium Sized Enterprises: 
What is an SME?” at http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-defmition/index_en.htm. 

■ Brian Headd, “Small Businesses Most Likely to Lead Economic Recovery,” The Small Business Advocate, vol. 28, 
no. 6 (July 2009), pp. 1, 2. 

3 U.S. Small Business Administration, Office of Advocacy, “Small Business Economic Indicators for 2003: A 
reference guide to the latest data on small business activity, including state and industry data,” August 2004, p. 3, at 
http://archive.sba.gov/advo/stats/sbei03.pdf. 

4 U.S. Small Business Administration, “The Small Business Economy, 2010: A Report to the President,” pp. 2, 5, 21, 
22, at http://www.sba.gov/sites/default/files/sb_econ2010.pdf; and U.S. Small Business Administration, Fiscal Year 
2010 Congressional Budget Justification, p. 1, at http://www.sba.gov/sites/default/files/ 
Congressional_Budget_Justification_2010.pdf. 

5 U.S. Small Business Administration, Office of Advocacy, “Small Business Quarterly Bulletin: Third Quarter 2011,” 
at http://www.sba.gov/sites/default/files/SBQB_201 lq3.pdf. 

6 U.S. Small Business Administration, Office of Advocacy, “Small Business Quarterly Bulletin: Third Quarter 2012,” 
at http://www.sba.gov/sites/default/files/files/SBQB_2012q3.pdf; and U.S. Small Business Administration, Office of 
Advocacy, “Small Business Quarterly Bulletin: First Quarter 2013,” at http://www.sba.gov/sites/default/files/files/ 
SBQB _2013ql.pdf. 
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of financial credit market regulation, and federal fiscal restraint as the best means to assist small 
businesses and create jobs. 

Several laws were enacted during the 1 1 1 th Congress to enhance small business access to capital. 
For example, 

• P.L. 111-5, the American Recovery and Reinvestment Act of 2009 (ARRA), 
provided the Small Business Administration (SBA) an additional $730 million, 
including $375 million to temporarily subsidize SBA fees and increase the 7(a) 
loan guaranty program’s maximum loan guaranty percentage from 85% on loans 
of $150,000 or less and 75% on loans exceeding $150,000 to 90% for all regular 
7(a) loans. 

• RL. 1 11-240, the Small Business Jobs Act of 2010, authorized the Secretary of 
the Treasury to establish a $30 billion Small Business Lending Fund (SBLF) 

($4.0 billion was issued) to encourage community ha nks with less than $10 
billion in assets to increase their lending to small businesses, a $1.5 billion State 
Small Business Credit Initiative to provide funding to participating states with 
small business capital access programs, numerous changes to the SBA’s loan 
guaranty and contracting programs, funding to continue the SBA’s fee subsidies 
and the 7(a) program’s 90% maximum loan guaranty percentage through 
December 3 1 , 2010, and about $12 billion in tax relief for small businesses. 

• RL. 111-322, the Continuing Appropriations and Surface Transportation 
Extensions Act, 2011, authorized the SBA to continue its fee subsidies and the 
7(a) program’s 90% maximum loan guaranty percentage through March 4, 201 1, 
or until available funding was exhausted, which occurred on January 3, 20 1 1 . 

According to the SBA, the temporary fee subsidies and 90% maximum loan guaranty for the 7(a) 
program “engineered a significant turnaround in SBA lending.... The end result is that the agency 
helped put more than $42 billion in the hands of small businesses through the Recovery Act and 
Jobs Act combined.” 7 

This report focuses on the SBLF. It begins with a discussion of the supply and demand for small 
business loans. The SBLF’s advocates argued that the SBLF was an important part of a larger 
effort to enhance the supply of small business loans. After describing the program’s structure, the 
report then examines other arguments that were presented both for and against the program’s 
enactment. Advocates argued that the SBLF would increase lending to small businesses and, in 
turn, create jobs. Opponents argued that the SBLF could lose money, lacked sufficient oversight 
provisions, did not require lenders to increase their lending to small businesses, could serve as a 
vehicle for TARP recipients to effectively refinance their TARP loans on more favorable terms 
with little or any resulting benefit for small businesses, and could encourage a failing lender to 
make even riskier loans to avoid higher dividend payments. 

The report concludes with an examination of the SBLF’s implementation by the Department of 
the Treasury and a discussion of bills introduced during the 112 th and 113 th Congresses to amend 
the SBLF. For example, during the 112 th Congress S. 681, the Greater Accountability in the 



7 U.S. Small Business Administration, “Jobs Act Supported More Than $12 Billion in SBA Lending to Small 
Businesses in Just Three Months,” January 3, 2010, at http://www.sba.gov/content/jobs-act-supported-more-12-billion- 
sba-lending-small-businesses-just-three-months. 
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Lending Fund Act of 201 1 , would have, among other provisions, limited the program’s authority 
to 1 5 years from enactment and prohibited TARP recipients from participating in the program. 
H.R. 2807, the Small Business Leg-Up Act of 2011, would have transferred any unobligated and 
repaid funds from the SBLF when its investment authority expired on September 27, 2011, to the 
Community Development Financial Institutions Fund “to continue the program of making capital 
investments in eligible community development financial institutions in order to increase the 
availability of credit for small businesses.” 8 FI.R. 3147, the Small Business Lending Extension 
Act, would have, among other provisions, extended the Treasury Department’s investment 
authority from one year following the date of enactment to two years. During the 1 13 th Congress, 
H.R. 2474, the Community Lending and Small Business Jobs Act of 2013, would transfer any 
unobligated and repaid funds from the SBLF to the Community Development Financial 
Institutions Fund. 



Three Indicators of the Supply and Demand for 
Small Business Loans 

Federal Reserve Board: Survey of Senior Loan Officers 

Each quarter, the Federal Reserve Board surveys senior loan officers concerning their ha nk ’s 
lending practices. The survey includes questions about both the supply and demand for small 
business loans. For example, the survey includes a question concerning their bank’s credit 
standards for small business loans: “Over the past three months, how have your bank’s credit 
standards for approving applications for C&l [commercial and industrial] loans or credit lines — 
other than those to be used to finance mergers and acquisitions — for small firms (defined as 
having annual sales of less than $50 million) changed?” The senior loan officers are asked to 
indicate if their bank’s credit standards have “Tightened considerably,” “Tightened somewhat,” 
“Remained basically unchanged,” “Eased somewhat,” or “Eased considerably.” Subtracting the 
percentage of respondents reporting “Eased somewhat” and “Eased considerably” from the 
percentage of respondents reporting “Tightened considerably” and “Tightened somewhat” 
provides an indication of the market’s supply of small business loans. 

As shown in Figure 1 , senior loan officers reported that they tightened small business loan credit 
standards during the early 2000s, loosened them during the mid-2000s, and tightened them during 
the late 2000s. Since 2009, small business credit markets have improved, and most senior loan 
officers report that they are no longer tightening their small business lending standards. 

The survey also includes a question concerning the demand for small business loans: “Apart from 
normal seasonal variation, how has demand for C&l loans changed over the past three months for 
small firms (annual sales of less than $50 million)?” Senior loan officers are asked to indicate if 
demand was “Substantially stronger,” “Moderately stronger,” “About the same,” “Moderately 
weaker,” or “Substantially weaker.” Subtracting the percentage of respondents reporting 
“Moderately weaker” and “Substantially weaker” from the percentage of respondents reporting 
“Substantially stronger” and “Moderately stronger” provides an indication of the market’s 
demand for small business loans. 



x H.R. 2807, the Small Business Leg-Up Act of 201 1. 
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As shown in Figure 1, senior loan officers reported that the demand for small business loans 
declined from 2000 to 2004, increased from 2004 to late 2006, declined somewhat in 2007 and 
2008, and declined significantly in 2009. Demand then leveled off (at a relatively reduced level) 
during 2010, increased somewhat during the first half of 2011, declined somewhat during the 
latter half of 201 1 , and has increased somewhat since then. 9 

Figure I. Small Business Lending Environment, 2000-2013 



(senior loan officers’ survey responses) 




Source: Federal Reserve Board, “Senior Loan Officer Opinion Survey on Bank Lending Practices,” at 
http://www.federalreserve.gov/boarddocs/SnLoanSurvey/; and Brian Headd, “Forum Seeks Solutions To Thaw 
Frozen Small Business Credit,” The Small Business Advocate, vol. 28, no. 10 (December 2009), p. 3, at 
http://www.sba.gov/sites/default/files/The%20Small%20Business%20Advocate%20-%20December%202009.pdf. 



Federal Deposit Insurance Corporation: Outstanding Loan Balance 

The Federal Deposit Insurance Corporation (FDIC) has maintained comparable small business 
lending data for the second quarter (June 30) of each year since 2002. Figure 2 shows the amount 
of outstanding small business loans (defined by the FDIC as commercial and industrial loans of 
$1 million or less) for non-agricultural purposes as of June 30 of each year since 2005. As shown 
in Figure 2, the amount of outstanding small business loans for non-agricultural purposes peaked 
at $711.5 billion as of June 30, 2008, and has decreased each year since then, although the 



9 Federal Reserve Board, “Senior Loan Officer Opinion Survey on Bank Lending Practices,” at 
http://www.federalreserve.gov/boarddocs/SnLoanSurvey/. 



Congressional Research Service 



4 



